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General business activity leveled out during the 
first half, as it did in 1956. Last year’s leveling in the 
first six months was followed by an advance. Will the 
pattern repeat? 

This year’s leveling has been brought about by the 
move to reduce inventories. The cutback in inventory 
buying has reduced over-all demand for goods almost 
24%. And it has led to a moderate reduction in manu- 
facturing production. 

Meantime, basic demand continues to display im- 
pressive strength: 


q Retail sales are 5% above a year ago; 
q Business capital expenditures are up 8%; 


@ Government spending is almost 10% above the 
rate in first half 1956; 


To be sure, rising prices have washed out about half 
of these gains. Yet real demand in these areas is a good 


ness Trends on pages 4-5). 


In short, the inventory adjustment is being taken in: 


stride. If, as present prospects suggest, final demand 
continues to advance, the current inventory adjustment 
might be largely complete by fall. If so, the second half 
could be better than the first—as it was in 1956. 


However, the increase in prices during the past 12-18 
months gives rise to genuine concern. The Consumer 
Price Index has moved up 4.4% in the past 15 months, 
after 4 years of stability. Advances in prices of most 
capital goods have run to 15-20% in two years. 

The renewed outbreak of inflation has set off a “Great 
Debate” over its causes. 


q The “Cost-Push” school asserts that wages have 
outstripped productivity advances, thus pushing up 
unit labor costs, so prices have been forced up. With 
many workers covered by cost-of-living wage arrange- 
ments, a wage-price spiral is set in motion. 


@ The “Demand-Pull” thesis argues that the real 
problem is excessive demand. Consumers, businesses 
and governments are bidding against one another for 
available supplies, and sending prices up. In the 
absence of a demand-pull, it is argued, costs would not 
be permitted to rise so much, since increased prices 
would reduce sales and lead to unemployment. 


As is often the case in controversies over economic 
policy, both arguments have an element of validity. In 
a free market economy, price changes are a function of 
changes in both supply and demand. 


On the supply side, we have had a relative shortage 
of labor in recent years, as a result of the low birth 
rates of the 1930's. Thus, there is competitive bidding 
for manpower in times of high activity, pushing wage 
rates up faster than productivity. 

At the same time, rising incomes have led to record 
consumer demand for goods and services. Federal spend- 
ing on defense and other programs plus mounting state 
and local spending have added to pressures. 

Business has attempted to cope with these surging 
demands (and with the labor shortage) by investing 
record sums in new plant and equipment. This process 
also adds more to demand than to supply in the short run. 

Consequently, we’ve had both a cost-push and a 


’ demand-pull working simultaneously. Inflation is far 


from a simple process in an economy like ours. 


By the same token, there is no simple and universally 
palatable remedy for rising prices. The most effective 
approach would appear to involve these steps: 


q Tight money policies can restrain the rise in over- 
all demand and encourage savings; 


q A government surplus can help hold down private 
demand—it is possible that we may need a larger 
Federal cash surplus than the $3 billion now estimated 
for fiscal 1958; 


@ Business investment can help combat inflation in 
the long run by adding to capacity and by supporting 
increased productivity; 


@ A wider understanding of the need for restraint 
could help hold back the wage-price spiral. 


The fact that the price level has risen about 3% 
in each of the past two years is evidence that in some 
directions, at least, we have not been acting with suf- 
ficient vigor. What is wanted is an aggressive effort in 
every direction—for our future prosperity and growth 
depends on our ability to avoid an inflationary boom and 
the consequent slump. 


Business is again borrowing heavily in 1957. However, 
corporations have turned to the capital markets for a 
larger portion of their funds; while loans from banks 
have tended to increase more slowly than in 1956. In the 
process interest rates have continued to move higher, 
and a wider spread has developed between various rates. 


The capital markets currently have been absorbing the 
largest volume of new issues in their history, and by and 
large they have been doing it smoothly and well. Corpo- 
rations obtained from the market (or received through 
private placements) close to $7 billion of new funds in 
the first six months — an increase of more than 30% over 
the $5.2 billion raised in the same period a year earlier. 
Some $5 billion has represented new bond issues; but 
an impressively large amount has also been in the form 
of new stock — $1.8 billion through June of this year. 

Corporate securities have had to compete too with a 
flood of new state and municipal issues. Even though 
some borrowers are balking at high rates, a total of $3.5 
billion has been raised thus far in 1957. In first halt 
1956, the figure was $3.1 billion. 


Source of Funds 


Where has the extra money come from to purchase 
$10.3 billion corporate and municipal securities? Not all 
of it represents increased savings. Rather, a good share 
of these funds has arisen through investors cashing in 
holdings of U. S. Governments. 

In the January-June period, investors redeemed a net 
of $2.0 billion in savings bonds. The bulk of these rep- 
resented series F and G bonds, held largely by institu- 
tional investors. Sizeable issues of these bonds matured 
in May and June, and the Treasury paid cash to the 
holders rather than attempt to arrange an exchange. In 
addition, the Treasury suffered heavy attrition on its re- 
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Record new issues not only 
have pushed interest rates 
higher; they also have 
brought a wider spread be- 
tween rates. In June the aver- 
age yield of 4.77% on corpo- 
rate new issues (AAA) stood 
0.86% above the yield on older 
seasoned bonds. Moreover, it 
was 1.2% above the yield on 
long-term Governments. Like- 
wise the spread between short 
rates and the long-term new 
issue rate has widened. 


RECORD YEAR IN THE CAPITAL MARKETS 


funding operations — about $2 billion in all. 

The Treasury itself has thus been thrust into the mar- \ 
ket to raise substantial new cash at a time when it has 
been realizing a budgetary surplus. All told the Treas- 
ury raised $9.3 billion new cash in first half 1957; 
whereas a year ago it escaped such borrowing. 

The task of facilitating Treasury financing in first half 
1957 has again fallen to the banks. New issues for the 
most part have been short-term and have been tailored to 
be attractive to banks. At the same time, however, the 
Federal Reserve Authorities have kept bank reserve 
positions under such pressure as to force banks gradually 
to divest themselves of securities they acquired. 


Interest Rates 


Bond yields and interest rates have continued to move 
upward under pressure from the heavy demand for 
funds. Yields on new issues of corporate securities, in 
particular, rose to the highest level since the early, 
"Thirties, with Triple A bonds in June selling at an aver- 
age yield of 4.77%— up substantially from 4.30% in Janu- 
ary. By early July, yields had backed down somewhat. 
At the short-end of the range, the Treasury Bill rate 
averaged 3.31% in June; and the rate for prime com- 
mercial paper (4-6 months ) rose to 3.83%. 

Two rates have remained unchanged since late 1956: 
the Federal Reserve’s rediscount rate (3%), and the rate 
charged by banks to selected commercial borrowers 
(4%). It should be noted, however, that the latter rate 
has become increasingly less representative, and the 
average loan rate charged by banks has risen. 

Today warning signals are flying over the rediscount 
rate. It remains to be seen whether a restrictive mone- 
tary policy, combined with the problems of Treasury 
financing, will lead to a further increase in the period 
ahead. 
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VACATIONS WITH PAY 


We're now in the midst of the vacation season. Esti- 
mates are that more than 80 million Americans will take 
a trip this year—and the majority of them will travel in 
July and August. 

The major force behind the upsurge in post war travel- 
ing is the spread of the paid vacation. This has been a 
significant factor in the long run trend towards more 
leisure. For many decades the American worker has 
taken about two-thirds of the gain in increased produc- 
tivity in the form of higher dollar income and one-third 
as more leisure. First, the work week was shortened 
from well over 50 hours in 1900 to about 40 hours in 
1940. In recent years, paid holidays and paid vacations 
became the chief outlet for more leisure. Thus a 1956 
survey by the National Industrial Conference Board 
shows that: 


e Today 96% of the companies surveyed grant paid 
holidays to hourly workers compared to only 14% be- 
fore World War II; 


e Similarly, 99% give paid vacations in contrast to 46% 
before the war. 


e Today barely 18% have a two-week ceiling on vaca- 
tions for hourly employees—only 10 years ago 80% of 
the companies had a two-week ceiling. 


With the widespread acceptance of vacation with pay, 
a host of industries catering to travel and leisure have 
enjoyed a marked expansion. While there are no official 
statistics for spending on vacations, rough guesses place 
the total close to $15 billion annually—about 5% of dis- 
posable personal income. 


Americans Hit the Road 


& Americans vacation by and large within the borders of 


the United States. And most of them drive to their 
destinations. About 70 million Americans will take to 
the road in private automobiles for vacations this year. 
They will average 3 passengers to a vehicle and cover 
1,400 miles in 12 days. 

Those who.travel by car as well as the 10 million who go 
by train, plane and bus will pass their time in a multitude 
of ways. Many will visit families and friends or go to 
summer houses. Others will stay at the 56,000 motels 
and 20,000 hotels that dot the countryside. 

More than 55 million people will visit areas adminis- 
tered by the National Park Service. Some 32 million 
vacationers will spend $3 billion on hunting and fishing. 
And probably 28 million Americans will take to the 
water in 6 million pleasure boats at a cost of $1% billion. 

A fraction of vacationing Americans will travel abroad 
this year. Close to 550,000 will go to Europe and 650,000 
to the West Indies. Altogether, Americans will spend 
close to $2 billion on foreign travel, including those who 
go to Mexico and Canada. 
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Some Economic Aspects of Vacationing 


All of this traveling from one end of the continent to 
the other and across the oceans has an impact on busi- 
ness. As a matter of fact, 23 states consider travel among 
their three most important industries. 

At the same time, widespread paid vacations appear to 
have had mixed effects on the seasonal patterns of busi- 
ness. In manufacturing plant shutdowns for vacations 
seem to have accentuated the summer seasonal dip. 


The National Industrial Conference Board Survey indi- 


cates that more than 50% of manufacturing companies 
shut down their plants, most of them for two weeks. 

In other respects, however, vacations help to flatten 
the traditional summer slump. Retailers, who formerly 
had to sit the summer out, now find it one of their best 
seasons—demand for camping equipment, fishing tackle, 
leisure apparel, remains strong throughout the summer. 

In addition, many vacation areas are actively promot- 
ing off-season travel. Tourist facilities require large capi- 
tal outlays to meet peak demand. Spreading the load 
more evenly through the year permits more economic use 
of these facilities. Thus, Florida increased its summer sea- 
son from 500,000 tourists in 1946 to more than three 
times that number today. 

Altogether the traveling American is living testimony 
to the great productivity of the American economy and 
to the growth of the middle income market. The proposi- 
tion that everybody needs—and can afford—a vacation 
enjoys almost universal validity. 


: 
MEEKS 
16.9% 
i 
4 
: 
4 
‘ 


RECENT 


DEMAND REMAINS STRONG IN ALL AREAS EXCLUDING INVENTORIES  ] 


“Final Demand’—G.N.P. minus inventory changes — Consumer Spending is Strong 
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EMPLOYMENT TRENDS REFLECT CHANGES IN BUSINESS 
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Our population now numbers 171 million, an increase 
of 27 million, or almost one-fifth in a decade. By the 
most conservative estimates, the total should cross the 
200 million mark by 1975—and it could reach 230 million. 

This population upsurge is frequently cited as a basic 
factor making for continued prosperity. Yet the rela- 
tionship between population and economic progress is 
far from simple. 


e A growing population adds to the demand for many, 
if not most, types of goods and services; 


e It also adds to the number of persons who can enter 
the labor force when they reach working age; 


e However, it poses the traditional Malthusian prob- 
lem of the ability of a nation to improve the standard 
of living of a growing population. Where population 
is pressing against resources, population increase may 
further impoverish a nation. 


U. S. Experience 


However, in the U. S. a rising population has always 
acted as a spur to prosperity. With abundant resources 
and a dynamic economy, we have been able to push up 
production faster than our population has grown. Thus, 
production per person has moved ahead along an average 
growth trend of 2% per year. 

The recent population upsurge poses somewhat difter- 
ent problems. It came after a sharp reduction in birth 
rates in the 1920's and 1930's, and after a period when 
many marriages were delayed by World War II. 

As a result, the past decade has been marked by an 
increase of 37% in the number of people under 18 years 
of age and of 31% among those 65 and older. In con- 
trast, the population of working age (18-64 vears) has 
grown only 8%. 


POPULATION GROWTH 


Nevertheless, our total production, measured in con- 
stant prices, has risen about 50% in the past ten years, 
Thus, production per person has grown at almost its 2% 
per annum trend. How has this been accomplished? 


e The number of people at work has increased twice 
as fast (16%) as the population of working age — 
mainly because more women are now at work. 


e Still, total production rose three times as fast as the 
labor force — heavy capital investment has helped off- 
set the labor shortage by boosting productivity. 


The Next Decade 


From now through the mid-1960’s we'll have to con- 
tend with the same general set of labor force problems 
as during the past decade. The growth in population of 
working age may lag behind that in total population. 

Almost everyone who will enter the labor force by 
1975 has already been born. Thus, the major questions @ 
are: What proportion of women will work? How many 
people will work past age 65? How many more young 
people will go to college? Reasonable projections of past 
trends in these factors show that labor should continue 
to be in short supply for the next eight to ten years. 


Longer Run Trends 


However, the relation of the labor force to total popu- 
lation should improve gradually. Last year saw the first 
increase in the 18-24 age group — after a decade of de- 
clining size. 

The big shift will come in the mid-1960’s when per- 
sons born in the early post-war years enter the labor 
force. In all probability, the labor force will grow as fast, 
and perhaps faster, than total population. What’s more, 
the age composition of the labor force will shift: J 


BIRTH RATES START 
TO DECLINE... 


REACH LOW POINT... 
ND RISE GRADUALLY 


MILLION 
LONG RUN TRENDS IN POPULATION 
— 30 
RATIO SCALE 
— 25 
LEADS TO SOARING q 
COLLEGE 
ENROLLMENTS... 18-24 AGE GROUP — 20 
AND AN UPSURGE IN MARRIAGES, EN 
HOUSEHOLD FORMATIONS, AND 
POST-WAR BABY BOOM- - NEW ENTRIES INTO LABOR FORCE 
42 MILLION BIRTHS... 
BtRTHS 
— 10 


NEW 


BIRTHS 


1920 1925 1930 1935 1940 1945 


DATA? DEPARTMENT OF COMMERCE AND DEPARTMENT OF HEALTH, ECUCATION AND WELFARE 


1950 1955 1960 1965 1970 1975 


4 
q 
| 
j 
* 
pies 
: 
5 
= 
q 


e Population between the ages of 18 and 34 will 
increase by 38% between 1965 and 1975. This means 
absorbing many new starting workers and junior ex- 
ecutives in the labor force. 


e On the other hand, the number of people moving 
into the 35-64 year age bracket will rise by little more 
than 3% as the low birth rates of the depressic.: again 
make themselves felt. This could well mean a shortage 
in top management personnel. 


Altogether the 1975 labor force could top 93 million, 
as against 70 million now. And the gain in the 1965-75 
decade could be half again as large as projections for the 
1955-65 period. 


Population Growth and Markets 


These trends in the labor force and in population will 
also have important impacts on markets: 


e The 40 million children born in the past decade 
have lifted demand for baby food, clothing, toys and 
similar products. : 


e As these children grow up other markets will feel 
the effects. And the burden on our high schools and 
colleges and universities will mount rapidly. 


e The marriage rate might soar again in the mid- 
1960's, creating a larger potential market for homes, 
appliances, autos and related products. 


e Granted prosperity and the appropriate social cli- 
mate, a new wave of births could appear after 1965. 


Market patterns have already shifted as a result of 
changes in population. Consider some of the adjust- 
ments underway in businesses affected by the decline in 
household formation from an average of 1.4 million a 
year in 1948-1950 to an average of 800,000 in 1954-1956. 


S This has reduced the basic demand for homes, appli- 


ances and home-furnishings. 

In these fields the emphasis is now centering on the 
replacement market. With family income rising, there 
should be an expanding market for new and better prod- 
ucts. Then, in the mid-1960’s the emphasis may shift 
again, if an upsurge in family formation develops. 


Population and Investment 


All of these prospective trends—in population and 
markets — have important implications for business capi- 
tal investment. With population rising faster than the 
labor force until the mid-1960's, a high level of capital 
investment will be needed to keep productivity rising. 

In manufacturing 52% of capital expenditures now go 
for expansion, 48% for replacement and modernization. 
The latest McGraw-Hill survey showed that companies 
are already planning to increase the ratio of replacement 
and modernization to 53% of total in 1958-60. An even 
heavier emphasis on investment that raises output per 
man-hour may be needed in view of the relative shortage 
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of manpower during the next decade. 

The prospective rise in population will also require 
large public investment in roads, schools, parks and other 
community facilities. If the move to the suburbs con- 
tinues, another 35 million people may become suburban- 
ites by 1975. This means a vast extension of the suburbs. 

With these huge demands for investment superim- 
posed on those arising from the vast technological 
changes looming ahead, the nation will have to continue 
to stress savings. Otherwise we shall be unable to finance 
growth without inflation. With adequate savings, our 
rising population can indeed provide a major stimulus 
to the real growth and prosperity of the nation. 
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Cement holds 
all America 
together 


In backyards. On highways. But- 
tressing skyscrapers. Sui ‘acing 
playgrounds and sidewalks. 
Wherever Americans play or 
work, ride or walk, cement paves 
the way for a better life. 

Supplying cement is a full-time 
job for millions of people. Many 
companies, large and small, com- 
pete to find new and better ways 
to build with cement. 

Much money and many finan- 
cial services are necessary to 
make this possible. 

America’s commercial banks 
help to provide both. 


Chase Manhattan, a leader in 
loans to American industry, is 
proud to bea part of this banking 
system that helps America build 
firm foundations for a brighter 
future. 
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